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[bookmark: _Toc498627032]Executive Summary

[bookmark: _GoBack]Starbucks is an American company currently owned by Howard Schultz who was turned the revenue from $10 million to $1.3 billion in rapid time. The company sells premium coffee and other products such as tea. The main purpose of this report is to find what strategy they use and provide evidence. It has been found from using Porter’s Generic Strategy that Starbucks uses a differentiation strategy by offering a unique customer service and a place where it is peaceful and is often classed as a third place to go rather than home or work. It is found that customers enjoy a ‘Starbucks experience’ and this was brought around from it being a different atmosphere.

[bookmark: _Toc498627033]Introduction

This report is going to be looking in to the well-known company Starbucks and what strategy the company uses to gain customers and profit. There will be brief background of the company discussing when it first come around to the latest news of the company. There will be a discussion of strategies and then it will be chosen what best describes Starbucks with evidence provided of why the strategy has been chosen. There will also be advantages and dis-advantages of the strategy with a conclusion of how this was found. There will be recommendations given at the end of this report on how Starbucks should use this strategy.

[bookmark: _Toc498627034]Background of Starbucks

Starbucks Cooperation, an American company founded in 1971 in Seattle, is a premier roaster, marketer and retailer of specialty coffee around the world (Geereddy, 2013). In 1987 Howard Schultz took over Starbucks and within a decade the revenue rapidly increased from $10 million to $1.3 billion (Timeline, 2017). As of 2016 Starbucks has 21,536 stores worldwide with 182,000 full time employees (Brain, 2017). Starbucks has a product mix which includes fresh food items, tea and premium handcrafted high-quality/premium priced coffees (Starbucks, 2017). They also sell their products through other channels such as licensed stores and grocery shops (Starbucks, 2017). As of February 2016, Starbucks had a total revenue of $21,315,900 (nasdaq, 2017).



[bookmark: _Toc498627035]Mission of Starbucks

“To inspire and nurture the human spirit – one person, one cup and one neighbourhood at a time” (StarbucksMission, 2017) is Starbucks recent mission statement. The company is concerned about all stakeholders including customers, suppliers, shareholders, employees, communities and the environment. Starbucks define diversity in the form of an equation being ‘Diversity = Inclusion + Equity + Accessibility’ (Starbucks, 2017). This way employees treat customers with respect and are trained to have a human connection with customers to give the customer a sense of trust. This gives the customer an environment where they can break away from their worries or stress and a place where friends and colleagues can meet. Lastly Starbucks consider their selves a business that is committed to the environment and use friendly environmental products as well as an increase in recycling due to a policy in their organisation (Starbucks, 2017).

[bookmark: _Toc498627036]Recent News

According to (Turner & Giamona, 2017) China is Starbucks biggest growth opportunity and the expansion could last decades without letting up. It is also said that sales in the USA for coffee are flowing so this has added pressure to go big overseas. This article came from October 2017 and over the next month the stock market of Starbucks according to (finance.yahoo, 2017) is down by 0.56%. This is lower than competitors with Dunkin having a positive percentage on the market (finance.yahoo, 2017). After researching this it has been found by (Kaplan & Turner, 2017) just under a month later 3rd November that Starbucks growth in Asia has fallen below expectations. Chinese demand for coffee is still surging but they are struggling to find blockbuster opportunities but Starbucks are going to continue to try and make this a good business venture (Kaplan & Turner, 2017).

[bookmark: _Toc498627037]Core Competencies

A company’s core competencies should be focused on fulfilling the customers’ needs to achieve above average returns. This is done by choosing a business level strategy. This strategy is in place to gain a competitive advantage by exploiting core competencies in service markets or individual products. Customers are the foundation of a company’s business level strategy.

There are two main strategy models used which are Porter’s Generic Strategies and Bowman and Faulkner’s strategy clock. The model being used for this report is the Porter’s Generic Strategy and according to (Geereddy, 2013) is the best strategy to use as it is simpler and more effective. Here is the model:
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Fig 2.1 Porter’s Generic Strategies

This is broken down to the source of competitive advantage and scope. Competitive advantage as defined by (Porter, 1998):

“A condition or circumstance that puts a company in a favourable or superior business position.”

The other being scope whether the it is branded or just a narrow product. An example being Starbucks itself being a branded coffee and a coffee from a café is unbranded. There were originally three strategies which were Cost Leadership, Differentiation and Focus but Focus was sub-divided in to Cost Focus and Differentiation Focus creating four strategies  (Porter, 1998).

Cost Leadership is about minimizing the cost of a company to their services and products, it is not the price paid by the customer. According to (Mindtools, 2014), there are two main ways of achieving this strategy, being an increase in profits by reducing costs while they still charge an average price or increasing market share through charging lower prices while they still make a profit because of the reduced costs incurred (Mindtools, 2014). Simply being the lowest cost producers is not good enough and the company will be open to attack by other companies that have a lot cost producer who may beat the prices and block attempts to increase market share. A risk in this strategy is that competitors may copy your cost reduction strategy so it is wise to continuously find ways of reducing costs (Porter, 1998).

The Differentiation strategy involves making your product or service more attractive and different from competition. This involves having better features, durability and a brand image. For the strategy to become successful there must be good research, the ability to deliver high-quality products and services and effective sales and marketing (QuickMBA, 2010).

The last strategy Focus which is subdivided in to Cost Focus and Differentiation Focus concentrates on a narrow segment. This attempt to achieve either the differentiation or cost advantage. This often enjoys a high customer loyalty and with this loyalty other companies get discouraged to compete (Porter, 1998).

(Porter, 1998) states,

“Successfully executing each generic strategy involves resources, strengths, organizational arrangement, and managerial style… Rarely as a firm suited for all three.”

Choosing a strategy can be tricky as (Porter, 1998) talks about being “Stuck in the Middle”. This means they don’t offer the high value for money or distinctive product of service that you get from a differentiated business (Simister, 2011). This happens when a manager does not know what strategy to choose or try and compromise to do both. A business gets stuck when the company starts as low cost business and starts adding extra frills which don’t add an amount to the customer value of a product. The business then suffers the cost and the customer does not get the benefit (Simister, 2011). However, (Setia, 2011) claims that stuck in the middle can be overcome and that a business can use more than one strategy. (Setia, 2011) states that companies such as Toyota have adopted more than one generic strategy by using generic strategies of differentiation and low cost simultaneously which led to the success of the company and Porters strategy has criticism for this. Other criticisms include cost leadership does not sell products itself, differentiation can be used to increase sales volume rather than charging a premium price and price can sometimes be used to differentiate.
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It is believed by myself that Starbucks have took the differentiation approach. There will be evidence provided to back this up. In to more detail about the differentiation strategy, (Porter, 1985) states,

“Differentiation provides insulation against competitive rivalry because of brand loyalty.. the resulting customer loyalty and need for a competitor to overcome the uniqueness create entry barriers. Differentiation yields high margins which to deal with supplier power and clearly mitigates buyer power since buyers lack comparable alternatives and are thereby less price sensitive. Finally, the firm that has differentiated itself to achieve customer loyalty should be better positioned vis-à-vis substitutes than its competitors.”

The main objective of the differentiation strategy is to persuade the industry/market that there is a distinct gap between a company’s product and other companies against it (Setia, 2011). This gap can be real or physical differences such as colour, weight and size of a product that will make it unique and satisfying so customers will buy it. There are many ways of reaching a differentiation advantage, some of these include:
· Policy Changes – A choice the company can take to what activities and how to perform them (Porter, 1985). Policy choices that provide uniqueness to differentiating companies include additional services provided to the customer for product to be sold (on time delivery, repair and credit).
· Timing – relates to a company’s action to adopt and introduce something new and unique to the customers (Porter, 1985).
· Sale – refers to the size of an activity that a company could be involved in (Porter, 1985).
· Learning – how to perform an activity for better results to the uniqueness of activity (Porter, 1985).

[bookmark: _Toc498627040]Implementation of the Strategy

So, I have stated that Starbucks uses a differentiation strategy and now I will provide evidence of why this strategy has been chosen. According to (Porter, 1998) differentiation is,

“An integrated set of actions taken to produce goods or services (at an acceptable cost) that customers perceive as being different in ways that are important to them.”

So, in my opinion Starbucks has used the differentiation strategy as they have unique products and customer experience with an equivalent price. As (Starbucks, 2017) states, the company aims to sell more than just coffee but the ‘Starbucks experience’ and ‘third place experience’ which means a third place between home and work. This transforms a normal coffee shop to a place where friends, family and colleagues can meet or relax rather than just a place to drink coffee. Maybe therefore competitors struggle to compete or imitate because they value the distinctive experience and are willing to pay more. This is also why the company are different rather than trying to be a low-cost leader. Here are some examples of why Starbucks are different from their competitors:
· Store’s concept: Starbucks stores have a unique interior which is comfortable and elegant. The shops are quiet and peaceful and it lets customers to do business, chat or just relax and feel stress free (Starbucks, 2017)
· Premium Mix Products: Not only do Starbucks do coffee but there are more beverages such as tea, fresh juices and cakes that are freshly baked in store (Geereddy, 2013).
· Heavy Distribution: Starbucks locate everywhere. They are in schools, shopping centres and many more places. People can easily reach a Starbucks and this makes them different compared to a local café and most competitors cannot imitate this. Also, Starbucks sell products with local stores and shops.
· Good Service: Good service is one of the main stand out points people look for and according to (Starbucks, 2017) all staff have a training course to ensure qualified service. When going to a Starbucks the employee asks your name and calls you when your choice of drink is ready which is in short time, this makes the customer feel that they are treated more special than other coffee stores and there is a bond between the employee and customer.

One of the biggest Starbucks strategies is according to (Geereddy, 2013), Starbucks buy out companies that already have competitive products with the aim to diversify the product line. With this Starbucks save cost but still get good product to maximise its market share.

[bookmark: _Toc498627041]Advantages and Disadvantages of Differentiation

Every company would like to think it stands out in competition in the eyes of customers but this is not always the case and there are advantages and disadvantages of the differentiation strategy. According to (Leger, 2016) a positive of differentiation is that the company can charge a premium on its product or services because of highly developed and strong corporate identity. This relates to Starbucks as they are a highly respected and well known company, their products stand out so they can charge higher than the local rate of coffee where a customer may not pay the same prices. Another advantage is that the company can readily pass along higher supply costs to its customers because of the lack of substitute or alternative products on the market (Geereddy, 2013).

When there are advantages, there are disadvantages and one main issue is imitation. A company should must always worry about competitors copying its business methods and stealing away its customers (Leger, 2016).  So, a differentiation strategy is dangerous and could be costly, it may take years before a company achieves a strong brand image that sets it apart. Another risk is that customers may have a change in tastes or preference over time and in such a case the company may not have sufficient demand to offset its costs, which may lead to a loss (Leger, 2016).



[bookmark: _Toc498627042]Conclusion

The main idea of the report was to find and provide evidence of what strategy the company Starbucks uses to draw customers towards them. After deciding between Porters or Bowmans and Faulkners strategy models, Porters Generic Strategy was chosen and after looking through this model to find Starbucks strategy it was resulted that differentiation was most relevant. This was found mainly because Starbucks have a unique way of not only making their coffees but how their shops are decorated and how their employees treat customers which gives them a competitive advantage over rivals. It has also been found that rivals find it hard to compete or imitate Starbucks as Starbucks can afford and will buy out companies.










[bookmark: _Toc498627043]Recommendations

· Fulfil in international market that compare to the ratio of stores in the U.S. as most stores are in the U.S. and as their strong knowledge and experience in the industry they should focus more on international expansion.
· Minimizing weakness and avoiding threat. Starbucks has good management team but as there is a threat to imitation they must make sure they have prepared successors ready to take in charge to minimize this happening.
· Wider product range to other life styles such as healthier drinks, fruit juice and high-calcium milk products.
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